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Financial Highlights 


(Thousands, except per share data) 1993 1992 1991 


a o a oo 


ROW OMUCS) aagana dense a E A A $271,998 $253,124 $208,118 
Income Heforein come taxes. irrin 18,247 25,250 18,933 
INGE TCO viesse sase eanna aE EEEE NANNE $ 11,891 $ 15,503 $ 11,598 
Earnings per share: 
Primary and ANY GUO. siccare $ 0.86 $ 1.11 $ 0.82 
Other information: 
Cash provided by operatlons.icnis sicvsiesinnnonnsiaceiinewesmonsainiismnnin gene $ 44,905 $ 44,246 $ 36,097 
Purchases of property and equipment ................0c.ecceeeeeeeeeeeee 44,600 33,903 25,088 
Total assets a 193,649 173,217 158,563 
Long term Gb ea MoNS osease nen ET A weneneneane canes 29,765 16,051 20,468 
Shareholders: GQUItY:..)3 sc coc ssoacusasoeese ult E E te RA 136,647 132,167 115,500 
Return on average shareholders’ equity ..................0ceceee eee ee eee 8.8% 12.5% 10.8% 
Increase (decrease) in comparable store sales: 
Chuck IE: CHOSEN: saisctasauiaic-ssatarajereiata sen aid ansioaraia aaraa (5.3)% 3.2% 2.2% 
Monterey’ s Tex-Mex Cate arises krepana aeaea Aaaa aei (0.6)% 8.4% 10.9% 
Number of restaurants at year end: 
Chuck E. Cheese’s and ShowBiz: 
COMPAN ODETA Odana unne aR 215 182 159 
IRRATAGDISOK ccs ccstrarsismisiinssieloweieouisteineientecceatinatiainateaesaingamanaimmweimetyes 110 113 113 
325 295 272 
Monterey s Tex-Mex: Galle vorstin sare ETEK 27 28 2T 
352 323 299 
Comparable Store Sales Growth of : 
Chuck E. Cheese’s/ShowBiz Restaurants Consolidated Revenues Net Income 
(percent) (millions) (millions) 


$155 
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O OUR SHAREHOLDERS: In every Annual Report 


to Shareholders since the Company went 


public in 1989, we have been able to inform 
you of strong sales and earnings momentum 
and our optimism regarding the future. The 
Company finds itself in a much different 
position this year, but retains an outlook of 


cautious optimism for the future. 


1993: A CHALLENGING YEAR. The Company’s revenues grew by 
a modest 7.5% over the prior year as a result of the con- 
tinuing development and opening of new Chuck E. 
Cheese’s restaurants. 33 Chuck E. Cheese’s were 
opened during 1993 bringing the total of new stores 
opened from 1988 to 1993 to 82. Despite this continu- 
ing new unit growth, comparable store sales of the 
Company’s restaurants that have been open for more 
than one year declined by 5.3% over their prior year 
performance. As a result, the Company’s operating 
income and net income were adversely affected, declin- 
ing by approximately 29% and 23% respectively. 
Notwithstanding these disap- 
pointments, the Company’s 
continuing ability to produce 
strong operational cash flow 
remained an important 
indicator of the Company's 
financial strength and its 


ability to respond to the 


SHOWBIZ Pizza TIME, INC. 


type of challenges we faced in 1993. The Company 
generated cash provided by operations totaling approx- 


imately $45 million. 


1994 AND BEYOND: WHERE WE GO FROM HERE. Despite the 
challenges and disappointments of 1993, the Company 
remains, in our opinion, well positioned to compete 
in the family restaurant/entertainment business. 
Additionally, 1994 should serve as a springboard to 
new growth opportunities for the Company while pos- 
sibly divesting of its Monterey’s Tex-Mex Cafe division. 
The Company realized net income of approximately 
$400,000 from this division in 1993, and anticipates a 
sale in excess of $11 million. 

To better understand the prospects for the future 
let’s first look at the factors on which we focus regarding 


our Chuck E. Cheese’s concept. 


THE CONCEPT: MARKET PENETRATION AND NAME RECOGNITION. The 
Company has been a major player in the family restau- 
rant/entertainment business since 1980. Notwithstanding 
the disappointing perfor- 
mance in 1993, the concept 
experienced tremendous 
growth from 1986 to 1992 
and remains the leader in 
its category. Its brand 
character 


name and 


names are some of the best 
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recognized in the segment and we are taking steps to 
ensure that they remain so. Additionally, the Company 
has more than 328 locations operating in 45 states 
and occupies a leadership position in most markets 
where the Company and its franchisees compete. This 
broad and deep market penetration permits the 
Company to take advantage of significant efficiencies in 


its advertising efforts. 


THE PEOPLE: OUR GREATEST ASSET. We continue to believe that 
our people are our greatest asset and remain committed 
to their growth and success. In late 1993, the Company 
implemented a plan where we increased our number of 
Regional Vice Presidents from three to five while nearly 
doubling the number of district management personnel 
directly supervising our Company operated restau- 
rant/entertainment centers. This increase will allow our 
field management team to have a much narrower yet 
sharper focus on both the development of their people 
and day-to-day restaurant operations. We believe these 
changes will permit us to ensure quality guest experi- 
ences while continuing to 
stabilize our overall man- 
agement team. 

In conjunction with 
this organizational change, 
we also increased the num- 
ber of field recruiters in our 


system. This, coupled with 


our ongoing commitment and efforts to improve initial 
and long-range training through Chuck E. Cheese 
University will help to round out what we believe to be an 
overall solid and comprehensive approach to those who 


ultimately hold the key to our future. 


FINANCIAL POSITION AND COMMITMENT TO REINVEST. The 
Company’s efforts in reducing its debt since 1989 have 
permitted it to be in a position to take aggressive measures 
in regaining sales and earnings momentum. The Company 
has for the last seven years continually reinvested in its 
facilities, updating its entertainment attractions and in gen- 
eral, enhancing the quality of the experience available to 
our guests in each location. The Company is committed to 
make capital expenditures of approximately $40 million in 
1994. Approximately $14 million will be spent to capitalize 
on opportunities at existing locations. The remainder will 
be used to continue our development of new locations. 
Although we presently plan to fund such capital expendi- 
tures from operating cash flow, the Company currently has 
a substantial line of credit available to it. Other potential 
uses of our cash include the 
continued repurchasing of 


our common shares. 


NEW ADVERTISING AGENCY AND 
CAMPAIGN. In late 1993, the 
Company engaged the J. 


Walter Thompson Agency 


of Chicago to revamp an advertising program and cam- 
paign that the Company believes had become, to some 
degree, stale and ineffective. J. Walter Thompson, a rec- 
ognized expert in marketing to families and children, 
has devised a strategy of dual campaigns to parents and 
their children with totally separate creative approaches. 
The new campaigns were fully implemented in 
February 1994, and the Company believes they will play 
a significant role in revitalizing our concept. We remain 
excited about the potential of this new relationship and 
the impact it can have on our business. 

Additionally, we believe that our advertising 
efforts will be aided by our operating solely under the 
trade name “Chuck E. Cheese’s”. By virtue of our abili- 
ty to now concentrate on one brand name, the Company 
has gained immediate access to cable/network televi- 
sion, which continues to increase the efficiency of our 


advertising efforts. 


ENTERTAINMENT. The Company continues to explore 
opportunities to maximize the attractive entertainment 
package it makes available 
to our guests. Major empha- 
sis and dollars are targeted 
on new games and rides in 
our 1994 plans. This will 
be coupled with a rework 
and upgrade of our prize 


merchandise area as well 
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as an increase in the number of tickets dispensed in our 
game rooms to reinforce the “magic” of winning for our 
younger audience. Additionally, we intend to aggres- 
sively test ways to increase the value perception of our 
entertainment package. 

In our show rooms, our plans are equally as excit- 
ing. We recently hired a new company to produce our 
shows. We are excited about this relationship and what 
it ultimately may translate to for our guests in the way 
of quality family entertainment. These efforts, along 
with our quest to bring the latest in entertainment 
value, will continue to position us as a unique and lead- 
ing player in the entertainment area for families with 


young children. 


RESEARCH AND DEVELOPMENT. The Company continues to 
evolve and capitalize on opportunities for improving food 
products, expanding its menu, and fine-tuning product 
presentations. The results that these efforts can bring has 
exciting potential for improving the overall quality of the 
dining experience as the Company continues its mission 
to be the premier family 
entertainment and restau- 


rant operators in the world. 


RETRENCHMENT OF NEW UNIT 
DEVELOPMENT PLAN. Although 
our new unit development 


plan has been successful 
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over the last four years, the Company reduced the scope 
of its plans for 1994 to approximately 25 new locations 
to ensure a balanced focus on the existing store base as 
well as new unit growth. Projected growth should allow 
the Company to capitalize on new opportunities while 
also benefiting the existing store base by stabilizing 
management resulting in enhanced operations and 


increased guest satisfaction. 


CHUCK E. AND THE FUTURE. We have many plans for 1994, 
and we will approach these endeavors with our usual 
passion for excellence. Although the future is always 
uncertain and competitive pressures are expected to 
increase, we are committed to our business and focused 
on those strategies which we believe will ensure the 
long-term success of the Company. 

Additionally, management is committed to 
exploring and pursuing new vehicles for growth for 
future years. 1994 will be the year in which we work to 
expand our business internationally. Product licensing 
and new restaurant and entertainment concepts will 
also be carefully evaluated 


throughout the year. 


SUMMARY. While we are 
humbled by the difficulties 
of the past year, we are 
fully challenged by the 


present and excited about 


Number of Chuck E. Cheese’s/ShowBiz Restaurants 


(Company operated) 


1989 1990 19 19921998 


the future. We see 1994 as a key transitional year for 
the Company, and our continued ability to generate 
shareholder value will be a direct result of our success 
in restoring the health and vitality to our top and bottom 
line performance. Obviously, there can be no assurance 
of future success; however, we remain committed to 
returning the Company to the exciting performance it 
enjoyed for the six years prior to 1993. We appreciate 
your continued support and look forward to sharing our 
progress with you in the months and years ahead. 


Sincerely, 


died m Honko 


Richard M. Frank 
Chairman and 
Chief Executive Officer 


Ae 


Terry Spaight 
President and 
Chief Operating Officer 


(Thousands, except per share data) 1993 1992 1991 1990 1989 


Operating results (1): 
Revenues ar a. gags oa S271998 $253,124 $208,118 $181,558 $167,443 
Costs and expenses 253,300 226,686 187,295 164,305 161,467 


Operatingsmconiermssaeenner eee sac coo acs 18,698 26,438 20,823 17,253 5,976 
Other income (expenses)....................+5 (451) (1,188) (1,890) (3,354) (3,159) 
Income before income taxes.................. 18,247 25,250 18,933 13,899 2,817 

Income taxes (2): 
Corteno ponsen s enni 1,751 1,161 1,050 678 363 
Deferred expense aa a a ae T 4,605 8,586 6,285 4,769 712 
6,356 9,747 1335 5,447 ROTS 


NCE E E e aRE es sere $ 11,891 $ 15,503 a SSIS $ 8452 $ 1,742 


Per share (3): 


Primary: 
Nett IG OnIG:. ree nn mange fe sone. stein ANS $ As) Seo icing eel La eee S2 any) 60 2h ile 
Weighted average shares outstanding...... 13,455 13,662 13,700 13,254 12,165 


Fully diluted: 


Net income $ 86 Shee. a $ fej OSS Oli Eil 


Weighted average shares outstanding. ..... 13,464 1373. 13,728 13,367 AAA 

Cash flow data: 
Cash provided by operations ................. $ 44,905 $ 44,246 $ 36,097 $ 29,884 $ 20,038 
Purchases of property and equipment........ 44,600 33,903 25,088 21,471 15,730 


Balance sheet data: 


AO el NAGS ELSES Mears ses vale e ok ye ae $193,649 $173,217 $158,563 $146,435 $142,662 
Long-term obligations (including 


redeemable preferred stock)............... 29,765 16,051 20,468 25,788 36,731 

Shareholders’ equity 136,647 132,167 115,500 99,973 86,957 
Number of restaurants at year end: 
Chuck E. Cheese’s and ShowBiz: 

Company oporatedkur. neoa dae 215 182 159 144 130 

OUNCE AA AEE wt e a ease 110 113 113 123 120 

325 295 272 267 257 

Monterey’s Tex-Mex Cafe...................45 27 28 27 2i 27 

352 323 299 294 284 


(1) Fiscal year 1992 was 53 weeks in length while fiscal years 1993, 1991, 1990 and 1989 were 52 weeks in length. Certain reclassifications have been made to conform to the 
fiscal year 1993 presentation. See Notes to Consolidated Financial Statements elsewhere herein. 


(2) During 1992, the Company adopted Statement of Financial Accounting Standards No. 109 — “Accounting for Income Taxes” and retroactively restated the financial statements of 
prior years. 


(3) Per share information has been adjusted to give effect to three-for-two splits in the form of 30% stack dividends of the Company's common stock on March 20, 1992 and March 26, 
1991. No cash dividends on common stock were paid in any of the years presented. 


(Thousands, except per share data) Revenues 
1993 
NG PAO MARC a as AE aan ce $ 73,381 
Pn Oates rate cor EA 64,669 
3rd Quarter .... 71,636 
4th Quarter 62,312 
$271,998 
1992 
Ste Omamterrsts a sp acs este arse eee $ 64,851 
2nd Quarter .. 58,896 
3rd Quarter , 65,810 
4th Quarter 63,567 
$253,124 


(1) Per share information has been adjusted to give effect to a three-for-two stock split in the form of a 50% stock dividend of the Company's common stock on March 


Income 
(Loss) Before 
Income Taxes 


$10,741 

2,867 

5,276 
(637) 


$18,247 


$ 9,066 
SAA 
7,060 
3,897 


$25,250 


Net Income 
(Loss) 


$ 6,583 
1,799 
3,895 

(386) 


$11,891 


$ 5,558 
3,203 
4,328 
2,414 


$15,503 


Primary 
Earnings 
(Loss) 
Per Share"? 


$ 0.48 
0.13 
0.28 

(0.04) 


$ 0.86 


$ 0.40 
0.23 
0.31 
0.17 


SALI 


Stock Market Data™ 


High 


35⁄2 
34% 
17% 
15 


35% 


298 
27% 
28⁄4 
34% 


34% 


Low 


23 

19% 
19% 
234 


19% 


20, 1992. 


Revenues increased 7.5% to $272.0 million in 1993 
from $253.1 million in 1992. Revenue generated by the 
Company’s Chuck E. Cheese’s and ShowBiz restaurants 
increased by 8.1% to $253.0 million in 1993 from 
$234.0 million in 1992 due to the net addition of 33 
Company restaurants in 1993 and 23 Company restau- 
rants in 1992. Sales from the Company's Chuck E. 
Cheese’s and ShowBiz restaurants that were open 
during all of 1993 and 1992 (“comparable store sales”) 
declined 5.3% between the years. Revenues from the 
Company's Monterey’s Tex-Mex Cafe restaurants 
declined slightly to $19.0 million in 1993 from $19.1 
million in 1992 primarily due to a decline in comparable 
store sales of .6% between the years. Fiscal years 1993 
and 1992 consisted of 52 and 53 weeks, respectively. 

Operating income decreased to $18.7 million in 1993 
from $26.4 million in 1992 due primarily to declines in 
comparable store sales and operating margins in both 
restaurant concepts. A material portion of operating 
costs are fixed resulting in an erosion of operating mar- 
gins at lower sales levels. 

A summary of the results of operations of the 
Company as a percentage of revenue for the last three 
fiscal years is shown below. 

1993 1992 1991 


RENGMUC specs eeri 100.0% 100.0% 100.0% 


Costs and expenses: 


Costs of sales ... 50.5% 49.5% 49.6% 
Selling, general and 
administrative.......... 15.5% 15.7% 15.8% 
Depreciation and 
amortization............ 8.5% 7.6% 7.8% 
Provision for loss on 
property transactions... 0.2% 0.3% 0.1% 
Other operating 
OXMENSES accent SET 18.4% 16.5% 16.7% 
93.1% 89.6% 90.0% 
Operating income........... 6.9% 10.4% 10.0% 


Chuck E. Cheese’s and ShowBiz Restaurants 


Revenues 

Revenues from the Company’s Chuck E. Cheese’s and 
ShowBiz restaurants increased by 8.1% to $253.0 mil- 
lion in 1993 from $234.0 million in 1992 due to sales 
from new restaurants opened throughout 1993 and 
1992. Comparable store sales of Chuck E. Cheese’s and 


ShowBiz restaurants which were open during all of both 
1993 and 1992 declined by 5.3% between the years. 
Average comparable store sales decreased to approxi- 
mately $1,259,000 in 1993. Menu prices were increased 
approximately 1.1% between the two years. 

Management believes that several factors may have 
contributed to the comparable store sales decline, 
including generally severe winter weather and a March 
snowstorm that caused the brief closing of numerous 
restaurants, ineffective advertising and the decrease in 
number and apparent effectiveness of restaurants 
remodeled during 1992 and 1993. Other factors that 
management believes contributed to the decline in com- 
parable store sales include increased competition and 
the impact of newly opened restaurants on comparable 
store sales of existing restaurants in certain markets. 
Some of the factors impacting comparable store sales 
are believed to be negatively impacting sales volumes of 
newer restaurants opened since 1988. New restaurants 
opened from 1988 through 1992 averaged approxi- 
mately $1,341,000 in sales during 1993, which is slight- 
ly in excess of the sales volume of the average Company 
restaurant. This compares to the prior year in which 
new restaurants had sales volumes significantly higher 
than the average Company restaurant. 

Revenues from franchise fees and royalties 
decreased by 11.1% from 1992 to 1993 primarily due to 
52 weeks of revenue in 1993 compared to 53 weeks of 
revenue in 1992, a 1.0% decline in comparable fran- 
chise store sales for restaurants open all of 1993 and 
1992, and a decline in the number of restaurants oper- 
ated each year. During 1993, the Company purchased 
two franchise restaurants, one new franchise restaurant 
opened and two franchise restaurants closed. 


Costs and Expenses 

Costs and expenses as a percentage of revenues 
increased to 92.9% in 1993 from 89.1% in 1992. 

Costs of sales increased as a percentage of revenues 
to 49.7% in 1993 from 48.5% in 1992. Cost of food, bev- 
erage, prize and merchandise items as a percentage of 
restaurant sales remained constant at 18.0% in both 
1993 and 1992. Labor expenses as a percentage of 
restaurant sales increased slightly to 29.0% in 1993 
from 28.0% in 1992 primarily due to the decline in com- 
parable store sales. 

Selling, general and administrative expenses as a 
percentage of revenues declined to 15.6% in 1993 from 
15.9% in 1992 due primarily to a decrease in manage- 
ment bonus expense and other corporate overhead 
expenses as a percentage of revenues which was par- 
tially offset by an increase in advertising expense as a 
percentage of revenues. 


Depreciation and amortization expense as a percentage 
of revenues increased to 8.5% in 1993 from 7.6% in 1992 
primarily due to the higher depreciation and amortization 
expense of new restaurants relative to older restaurants 
and the decline in comparable store sales. 

Other operating expenses increased as a percentage of 
revenues to 18.9% in 1993 from 16.9% in 1992 primarily 
due to increased rent, utility and insurance expenses as a 
percentage of revenues and the decline in comparable 
store sales. 

The Company provided for a loss on property transactions 
of $585,000 in 1993 compared to $654,000 in 1992 pri- 
marily due to closing three restaurants in 1993 and to the 
replacement of certain assets in conjunction with the 
remodeling of restaurants. 


Operating Income 

As a result of the changes in revenues and expenses 
discussed above, operating income decreased to $18.0 
million in 1993 from $25.4 million in 1992. 


Monterey’s Tex-Mex Cafe Restaurants 


Revenues 

Revenues decreased to $19.0 million in 1993 from 
$19.1 million in 1992 due primarily to a .6% decline in 
comparable store sales between the two years. One 
restaurant was opened in the third quarter of 1992 and 
was subsequently sold in the fourth quarter of 1993. 
Menu prices were increased approximately 2.0% 
between the periods. 


Costs and Expenses 

Costs and expenses increased as a percentage of 
revenues to 96.6% in 1993 from 94.5% in 1992. 

Cost of sales declined slightly to 61.3% in 1993 from 
61.8% in 1992. The cost of food and beverage items as a 
percentage of restaurant sales decreased slightly to 27.4% 
in 1993 compared to 27.7% in 1992 due primarily to 
lower food prices on certain items resulting from a change 
in food distributors in the third quarter of 1992 and the 
increase in menu prices implemented in the second quar- 
ter of 1993. These factors were slightly offset by a change 
in product ingredients which was implemented in the 
third quarter of 1992. Labor expenses as a percentage of 
restaurant sales increased slightly to 31.7% in 1993 from 
31.6% in 1992 primarily as a result of the decline in com- 
parable store sales. 

Selling, general and administrative expenses as a per- 
centage of revenues increased to 14.1% in 1993 from 
13.6% in 1992 primarily due to an increase in advertising 
expense and in corporate overhead expenses including an 
increase in research and development costs. 


Other operating expenses increased as a percentage 
of revenues to 12.5% in 1993 from 11.3% in 1992 pri- 
marily due to an increase in rent and utility expenses as 
a percentage of revenues and the decline in comparable 
store sales. 

The Company provided for a loss on property transactions 
of $90,000 from the sale of one restaurant in the fourth 
quarter of 1993. 


Operating Income 

Operating income declined to $652,000 in 1993 from 
$1,049,000 in 1992 as a result of the changes in revenues 
and expenses discussed above. 


Consolidated Income 


Interest expense declined to $797,000 in 1993 from 
$1.5 million in 1992 due primarily to reductions in long- 
term debt of $1.8 million in the first three quarters of 
1993 and $4.6 million in 1992 and reduced interest rates 
between the years. Income taxes were decreased approx- 
imately $971,000 in the third quarter of 1993 due to a 
non-recurring tax gain resulting from the increased valu- 
ation of the Company’s deferred tax asset due to an 
increase in federal corporate income tax rates enacted in 
1993. The Company’s net income decreased to $11.9 mil- 
lion in 1993 from $15.5 million in 1992 due to the 
changes in revenues and expenses as discussed above. 
The Company’s primary and fully diluted earnings per 
share decreased to $.86 per share in 1993 from $1.11 
per share in 1992. 


Revenues for fiscal 1992 increased by 21.6% to $253.1 
million from $208.1 million in 1991. Revenue generated 
by the Company’s Chuck E. Cheese’s and ShowBiz 
restaurants increased by 22.4% to $234.0 million in 1992 
from $191.2 million in 1991, due primarily to the addi- 
tion of 23 Company restaurants in 1992 and 15 Company 
restaurants in 1991, and a 3.2% increase in sales from 
the Company’s Chuck E. Cheese’s and ShowBiz restau- 
rants which were open during all of 1992 and 1991. 
Revenues from the Company’s Monterey’s Tex-Mex Cafe 
restaurants increased to $19.1 million in 1992 from 
$16.9 million in 1991 due primarily to a 8.4% increase in 
comparable store sales. Fiscal years 1992 and 1991 con- 
sisted of 53 and 52 weeks, respectively. 

Operating income increased significantly to $26.4 mil- 
lion in 1992 from $20.8 million in 1991 due to the 
increase in comparable store sales, new restaurant open- 
ings and improved operating margins in both of the 
Company’s restaurant concepts. 


Chuck E. Cheese’s and ShowBiz Restaurants 

Revenues 

The 22.4% increase in revenues from the Company’s 
Chuck E. Cheese’s and ShowBiz restaurants in 1992 over 
1991 resulted primarily from new restaurant openings in 
1992 and 1991 and a 3.2% increase in comparable store 
sales over 1991 levels. Price increases were responsible for 
approximately one-fourth of the increase in comparable 
store sales. Average comparable store sales per restaurant 
increased to approximately $1,354,000 in 1992. The 
Company opened 23 new restaurants in 1992 and 14 new 
restaurants in 1991. These restaurants had significantly 
higher average sales volumes than the average Company 
restaurant. New restaurants opened from 1988 through 
1991 averaged $1.6 million in sales during 1992. 

Other factors which contributed to the increase in 
revenues were the remodeling of 26 restaurants in 1992 
and 41 restaurants in 1991, and the addition of new 
games, rides and entertainment attractions in both years. 

Revenues from franchise fees and royalties increased 
by 17.6% from 1991 to 1992. Franchise royalty revenue 
increased due to a 4.0% increase in comparable franchise 
store sales for restaurants open all of 1992 and 1991 and 
an increase in the standard royalty rate charged to fran- 
chisees from 3.4% in 1991 to 3.8% in 1992. During 1992, 
the Company purchased one franchise restaurant, five 
new franchise restaurants opened and four franchise 
restaurants closed. 


Costs and Expenses 

Costs and expenses as a percentage of revenues 
declined to 89.1% in 1992 from 89.4% in 1991. 

Cost of food, beverage, prize and merchandise items as 
a percentage of restaurant sales decreased slightly to 
18.0% in 1992 from 18.1% in 1991. This was offset by a 
slight increase in labor expenses as a percentage of restau- 
rant sales to 28.0% in 1992 from 27.8% in 1991 primarily 
due to a federal minimum wage increase in April 1991. 

Selling, general and administrative expenses as a percent- 
age of revenues declined to 15.9% in 1992 from 16.0% in 
1991 due primarily to a decrease in advertising expense as 
a percentage of restaurant sales between the two years. 

The Company provided for a loss on property transac- 
tions of $654,000 in 1992 and $599,000 in 1991 primari- 
ly due to the replacement of certain assets resulting from 
the remodeling of restaurants, a reserve recorded in 1992 
for the anticipated closing of one restaurant, and the 
replacement of signage arising from the name change 
from ShowBiz to Chuck E. Cheese’s in connection with the 
unification of its Chuck E. Cheese’s and ShowBiz concepts 
within certain markets in 1991. 


Operating Income 

As a result of the changes in revenues and expenses 
discussed above, operating income increased by 25.8% to 
$25.4 million in 1992 from $20.2 million in 1991. 


Monterey’s Tex-Mex Cafe Restaurants 


Revenues 
Revenues increased to $19.1 million in 1992 from 
$16.9 million in 1991 due primarily to comparable store 
sales increases of 8.4% and the opening of one new restau- 
rant in 1992. Price increases were responsible for approx- 
imately one-fifth of the increase in comparable store sales. 


Costs and Expenses 

Costs and expenses declined as a percentage of rev- 
enues to 94.5% in 1992 from 96.2% in 1991. 

Cost of sales increased slightly as a percentage of rev- 
enues to 61.8% in 1992 from 61.7% in 1991. The cost of 
food and beverage items as a percentage of restaurant 
sales increased slightly to 27.7% in 1992 from 27.6% in 
1991 due primarily to a change in product ingredients 
implemented in 1992. Labor expenses as a percentage of 
restaurant sales increased slightly to 31.6% in 1992 from 
31.5% in 1991 primarily due to a federal minimum wage 
increase in April 1991. 

Selling, general and administrative expenses as a 
percentage of revenues decreased to 13.6% in 1992 from 
13.9% in 1991 primarily due to a decrease in advertising 
expense as a percentage of restaurant sales between the 
two years. 

Other operating expenses declined as a percentage of 
revenues to 11.3% in 1992 from 13.8% in 1991 primarily 
due to reduced insurance and repair costs. 

In 1991, income of $301,000 was recognized in provi- 
sion for gains and losses on property transactions related 
to the selling of restaurants closed in 1989 for an amount 
greater than the reserve established in 1989. 


Operating Income 

Operating income increased to $1,049,000 in 1992 
from $640,000 in 1991 due primarily to increased store 
sales and improved operating margins. 


Consolidated Income 


Interest expense declined to $1.5 million in 1992 from 
$2.2 million in 1991 due primarily to reductions in long- 
term debt of $4.6 million in 1992 and $5.7 million in 1991 
and reduced interest rates between the two years. The 
Company’s net income increased by 33.7% to $15.5 million 
in 1992 from $11.6 million in 1991 due to the changes in 
revenues and expenses discussed above. The Company’s 
primary and fully diluted earnings per share increased to 
$1.11 per share in 1992 from $.82 per share in 1991. 


The Company’s costs of operations, including but not 
limited to, labor, supplies, utilities, financing and rental 
costs, are significantly affected by inflationary factors. 
The Company pays most of its part-time employees rates 
that are related to federal and state mandated minimum 
wage requirements. Increases in any such costs would 
result in higher costs to the Company, which the 
Company expects would be partially offset by menu price 
increases and increased efficiencies in operations. 


Cash provided by operations increased to $44.9 million 
in 1993 from $44.2 million in 1992. The Company’s pri- 
mary requirements for cash relate to planned capital 
expenditures, the repurchase of the Company’s common 
stock and debt service. 

The Company plans to make capital expenditures of 
approximately $40 million in 1994 primarily related to 
construction of approximately 25 new Chuck E. Cheese’s 
restaurants and for the evolution of its games, rides and 
entertainment packages and continuing enhancements of 
the facilities at certain restaurants. 

The Company has announced that it plans to repurchase 
shares of the Company’s common stock at an aggregate 
purchase price of up to $30 million. As of March 18, 
1994, the Company has purchased shares of its common 
stock in the open market for an aggregate purchase price 
of approximately $21.2 million. The Company expects 
that it will satisfy its stock repurchase plan, debt service 
and capital expenditure requirements from cash provided 
by operations and funds available under the revolving 
loan agreement. 

In December 1993, the Company amended its revolving 
loan agreement up to $50 million available through 
1997. The Company is required to comply with certain 
financial ratio tests during the term of the revolving loan 
agreement. Primarily due to the purchase of shares of its 
common stock, borrowings under this agreement 
increased to $26 million at March 18, 1994 from 
$12 million at the end of 1992. The amendment to the 
revolving loan agreement provides the Company with 
greater flexibility to meet its capital requirements and 
repurchase shares of the Company’s common stock. 

The Company believes that new restaurant development 
will continue to be a significant factor in its ability to 
generate increased revenues over the foreseeable future. 
If the decline in comparable store sales of the Company’s 
Chuck E. Cheese’s and ShowBiz restaurants experienced 
in 1993 continues to be experienced over the longer 
term, an adverse impact on the Company’s results of 
operations could continue. 


The Company is implementing several strategies 
designed to strengthen the sales vitality of its existing 
unit base in what management believes will become an 
increasingly competitive market. The Company has 
appointed a new advertising agency; the Company has 
accelerated its commitment of capital to existing stores 
and completed 20 unit remodels in the last half of 1993 
compared to five remodeled units in the first half of 1993; 
the Company has increased the number of its operational 
regional and district managers to provide a more con- 
centrated focus on guest satisfaction; and the Company is 
limiting its 1994 new unit development to approximately 
25 new stores in order to ensure that new unit growth 
and the sales vitality of the Company’s existing unit base 
are both given equal priority. The Company believes that 
certain operating costs will increase as a result of imple- 
menting these strategies designed to strengthen existing 
unit sales. 

The Company is involved in a number of lawsuits. The 
Company presently believes that it will continue to incur 
expense to defend against and resolve such litigation, 
and anticipates that it will satisfy such expense with cash 
flow from operations. 

The Company believes it will realize substantial benefit 
from utilization of approximately $81 million in net operat- 
ing loss carryforwards to reduce federal income tax liability. 
Although the use of such carryforwards could, under cer- 
tain circumstances, be limited, the Company is presently 
unaware of the occurrence of any event which would 
result in the imposition of such limitation. The Company 
has adopted an amendment to its Restated Articles of 
Incorporation which is intended to prevent changes in 
ownership of its common stock that would cause such 
limitation. In addition, the Company has investment 
tax credit, jobs tax credit and alternative minimum tax 
credit carryforwards of approximately $7 million. 

In 1994, the Company implemented a plan to generate 
targeted jobs tax credits through the hiring of qualified 
employees. To the extent that this program is effective, 
the Company expects to recognize a reduction in its 
income tax provision. 

The Company has agreed to sell substantially all of the 
assets of its Monterey’s Tex-Mex Cafe restaurants, 
subject to certain conditions and contingencies, including 
but not limited to the completion of due diligence and 
financing. The Company presently expects the transac- 
tion to be consummated in the second quarter of 1994. 
The expected asset purchase price consists of approxi- 
mately $6.7 million in cash, a $4.7 million promissory 
note and a 12'4% equity interest in the acquiring company. 


December 31, 


(Thousands, except share data) 1993 
ASSETS 
Current assets: 
@aghvamd seas hve qin alents es aa ea wc Soa eee ee CE eT $ 4,511 
Accounts receivable, including receivables from related parties 
Une HOO Sain ON il oil eh Sp COLEME Lo. Seer, nn sopemsuvane » anne eee rae te ee 3,694 
Current portion of notes receivable, including receivables from 
related parties of $368 and $466, respectively ..................ecececeeee teense enes 521 
WMV EMUO BIOS Sy ce ccs e sage ra E a ieee AE ion sane tise sae eee ean oa 2,909 
Prepaidie spens eS enaa e sh emcee 2,771 
Current portion of deferred tax asset 6,013 
WotalicommentJassels act an e aT eee ae eon ee TNT oa cone TAT 20,419 
invesimentsnmrelatodspantics:. uneis ye aay eat ea attece main ar haces hace ater 237 
Property ardie tinente e E ee nei E A a a a esr) a 133,007 
Dejemeditaxassebhs a r tex ana TIE ae ae E ease eere Noe ea A eee 29,479 
Other assets: 
Notes receivable, less current portion, including receivables from 
related parties of $1,676 and $1,732, respectively ................ccceseeneneesee ee 2,886 
Deferred charges, less amortization 4,357 
TE E A E ote cae 3,264 
10,507 
$193,649 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities: 
Current portion of long-term debt, including payable to a related 
TOENA A ER a OEO OOK E E E E EE E A een es $ 51 
Accounts payable and accrued liabilities, including payable to a 
related party Of O59: i TOA ae oa aA S E eRe ae 24,762 
Lorakoursenn Nabire Semeer arn e E ata ara aR ee eee cee 24,813 
eone=(enm debialessicurrenitap OnOM renin a sate E E e sess 26,846 
DELON UNCRO IIS erties SRO a a Rae Re es Senin Mm eae mane SaTe ar neta 2,424 
Oor E E ee aria ott a so sR Re EU ae ES oi 1,120 
Commitments and contingencies 
Redeemable preferred stock, $60 par value, redeemable for $2,974 in 2005.......... 1,799 


Shareholders’ equity: 
Common stock, $.10 par value; authorized 30,000,000 shares; 
14,282,520 and 12,965,133 shares issued, respectively sies- -earne de a 1,428 


Capital in excess of par value . 157,226 
Retaining earnings (deficit) .... sa 4,677 
OLS Re CEC ONAN ONS Anonn a a e eea E aoe T ee (9,934) 
Less treasury shares of 1,045,984 and 211,789, respectively, at cost................ (16,750) 
136,647 

$193,649 


See notes to consolidated financial statements. 


January 1, 
1993 


$ 3,462 
2922 


587 
22 
2,277 
9,846 

21,606 

225 

110,377 


30,288 


2,754 
4,585 
3,382 


LOZA 
$173,217 


$ 1,692 


21,578 
23,270 
135397 
29 
959. 


1,695 


129 
143,219 
(6,872) 
(666) 
(4,811) 


132167 
S173217 


(Thousands, except per share data) 1993 


Foodvandsbeveragemevenuessacim.<.2.0-- sm che eee ee a $197,090 
Games and merchandise revenues .. 70,242 
Franchise fees and royalties .... 4,321 
VOU. Ve UILUIRG N GOLMO Re teat ste ee fee ot nen oc ie gta er Ce eae 345 
271,998 
Costs and expenses: 
Glog tseOlesale staan: ess aac mi ee eee ee ee nee, ate eee 137,343 
Selling, general and administrative expenses, including related 
party expenses of $125, $125, and $(15), respectively ................ 42,129 
Depreciation and amortization 23,058 
Provision for loss on property transactions. 675 
Otheroperatingexpensési =. a A ene ee eee: 50,095 
253,300 
Operating incomes. ccnententimemert ote a haere eee 18,698 
Other income (expenses): 
Interest income, including related party income of 
Sin Salo mand Sue 7arespecnielya esse es ues eee ce ee 346 
Interest expense, including related party expense of 
$9979376, and $843, respectively, aar Aa a sl (797) 
(451) 
Inc oime before mncomenaxesmetencn x ance r a one 18,247 
Income taxes: 
GURRERL OPTS Ort ne ae. RR eases cesta Uae Ties eS Ne eee 1,751 
Dororred-oxpens orra cto Mere tenance aah Real ee eee 4,605 
6,356 
NONIE ONOS EE E S pene ors Taree ah oS hae en SE et os Rea eee eA a ies $ 11,891 
Earnings per common and common equivalent share: 
Primary: 
ING iki G OND Eraser, A er on eater oe eee ee a $ 86 
Weighted average shares outstanding... <- esere aerer ak a aa 13,455 
Fully diluted: 
Nemme om E EE E AR a E ean e e an $ -86 
Weighted average shares/ouistandios. Seres aa 13,464 


See notes to consolidated financial statements. 


1992 


$183,798 
64,033 
4,863 
430 


2003424 


125,279 


226,686 


26,438 


1,161 
8,586 


9,747 


$ 15,503 


13,662 


1991 


$152,134 
51,689 
4,134 
161 


208,118 


103,154 


32,923 
16,143 


187,295 


20,823 


271 
(2,161) 
(1,890) 


18,933 


1,050 
6,285 


7,335 


$ 11,598 


13,728 


Common Stock 


(Thousands, except per share data) Shares Par Value 
Balances, December'28, 1990 5.0... sess 12,355 $1,236 
IN CW MCOMICS E ree ann E e A cores 


Redeemable preferred stock accretion...... 
Redeemable preferred stock dividends, 

PAS ONO SHARO anaia vets « TEENE Na 
Stock options exercised. ....0....-.2...cnee 172 17 
StOCKMAT At LAM ae seeks. a a EN 13 1 
Tax benefit from exercise of stock options 

and stock grants.. 
SOCR SPICO SIS E E EE s 
Cancellation of fractional shares ............ (2) 


Balances, December 27, 1991 
IN@TamMCOMme ac, <1. ene esis : 
Redeemable preferred stock accretion...... 
Redeemable preferred stock dividends, 

SACRO Or shane ae E a ae a a 
Stock options exercised 5 
Warrants OROL SO AN ea Eea E E a 74 8 
STOE E AAR ES cron eaaa T Ra 2 
Tax benefit from exercise of stock options 

and stock grants... 

Treasury stock acquired..............-.- ; 
Amortization of deferred compensation .... 
BUCKS OHO COSTS nckbansseiieeea iter perv emg 

Cancellation of fractional shares ............ (2) 


1,254 


Balances January la 1993. ease a 129655 1,297 
Net income atta 
Redeemable preferred stock accretion...... 

Redeemable preferred stock dividends, 

Pace UapOr share aa s Eea whales sion calc 
Stock options exercised.......:........2.05-5 48 5 
Warrants exercised.. ‘ 855 85 
Stock grant plan... PANNA 414 41 
Tax expense from exercise of stock options 

andito ERANS e OaE E 
Treasury stock acquired: r: eneren: 
Amortization of deferred compensation .... 
Stock issued under 401(k) plan ............. 1 


Balances, December 31, 1993.................. 14,283 $1,428 


13 See notes to consolidated financial statements. 


Capital in Retained 
Excess of Earnings 
Par Value (Deficit) 


$132,106 $(33,291) 


11,598 
(103) 
(238) 
523 
466 
3,330 
(18) 
(49) 
136,358 (22,034) 
15,503 
(103) 
(238) 
1,324 
124 
1,040 
4,436 
(17) 
(46) 
143,219 (6,872) 
11,891 
(104) 
(238) 
573 
1,435 
12,000 
(7) 
36 


$157,226 $ 4,677 


Deferred Treasury 
Compen- Stock 
sation Shares Cost 


28 §$ (78) 
28 (78) 

$ (999) 
184 (4,733) 

333 


(666) 212 (4,811) 


(12,000) 


834 (11,939) 
2,732 


$(9,934) 1,046 $(16,750) 


(Thousands) 1993 


Operating activities: 


Ne thimcona Orsay ate ure es deer at tetera re oe ne $11,891 
Adjustments to reconcile net income to cash provided by operations: 
Depreciat onan deamortizattoners:..-.- seduce -1sscescnertesccs.ck 23,058 
Delemediinugmeyanes wees ies ee Ree E 4,605 
Provision for loss on property transactions...................0.-0ee0-00- 675 
Compensation expense under stock grant plan 2,756 
(OU OR eer eee ince 0h a eee rage Rea ne eae hag R A 399 
Net change in receivables, inventory, prepaids, payables and 
ac cRueelalia Dili tanner Peete a yatta cise et a A 1,521 
Cashiprovidedsbyonerations...: eateniitn terra meses Sa 44,905 
Investing activities: 
Purchases of property and equipment................. (44,600) 
Proceeds from disposition of property and equipment 250 
Payments received on notes receivable. ennerien aiene eaae 978 
Addition sitosmotesieceivableje ss asn eee sys a (724) 
Change in deferred charges, investments and other assets ................ (1,813) 
Cashiusedimlinvestingiadcivities... <<. oa e e e oo bosce sss (45,909) 
Financing activities: 
Proceeds from line of credit ts 24,050 
Payments -OminorOr CREAN Ea ont A E - lwo a ee (10,550) 
Reduction of debt and capital lease obligations, including payments 
to related parties of $1,658, $6,447 and $5,301, respectively ae (1,692) 


Redeemable preferred stock dividends 
Acquisition of treasury stock. ..................0.005 
Exercise of stock options and warrants, including exercise by a 


related party of $1,488 and $130 in 1993 and 1992, respectively ..... 2,098 
OEE CE aig ncn coe Seog RR Ot SS od nD ae a 324 
Cashouse dsm anamatnppactyiies, << saat. ace a 2,053 
Increase in cash and cash equivalents seana a e E a 1,049 
Cash and cash equivalents, beginning of year 3,462 
Cash and cash equivalents, end of yeder nannan ane a e $ 4,511 


See notes to consolidated financial statements. 


1992 


$15,503 


19,249 
8,586 


1,041 
(928) 
(2,082) 
(35,872) 

16,650 
(8,650) 
(12,231) 
(238) 
(4,733) 


1,491 
80 


(7,631) 


743 
2,719 


$ 3,462 


1991 


$11,598 
16,143 
6,285 
298 

438 

230 
1,105 


36,097 


(25,088) 


(29,104) 
6,270 
(5,970) 
(7,168) 
(238) 
540 
263 
(6,303) 


690 
2,029 


$2,719 


Operations: 

ShowBiz Pizza Time, Inc. (the “Company”) 
operates and franchises family restaurant entertainment 
centers as Chuck E. Cheese’s and ShowBiz restaurants, 
and through BHC Acquisition Corporation (“BAC”), its 
wholly owned subsidiary, also operates Monterey’s 
Tex-Mex Cafe restaurants. 


Fiscal year: 

The Company’s fiscal year is 52 or 53 weeks and 
ends on the Friday nearest December 31. References to 
1993, 1992 and 1991 are for the fiscal years ended 
December 31, 1993, January 1, 1993 and December 
27. 1991, respectively. 1992 was 53 weeks in length, 
while 1993 and 1991 were each 52 weeks in length. 


Basis of consolidation: 

The consolidated financial statements include the 
accounts of the Company and BAC. All significant inter- 
company accounts and transactions have been eliminated. 


Cash and cash equivalents: 

Cash and cash equivalents of the Company are 
composed of demand deposits with banks and short- 
term cash investments with remaining maturities 
of less than three months from the date of purchase by 
the Company. 


Inventories: 

nventories of food, paper products and supplies are 
stated at the lower of cost or market on a first-in, first- 
out basis. 


Property and equipment, depreciation and amortization: 

roperty and equipment are stated at cost. 
Depreciation and amortization are provided by charges 
to operations over the estimated useful lives of the 
assets by the straight-line method. 


Deferred charges and related amortization: 

Deferred charges include noncompetition and 
consulting agreements which are amortized over six 
years, Loan costs are deferred and amortized over the 
term of the respective agreements. Franchise rights are 
amortized over the remaining life of the franchise 
agreements. Preopening costs are amortized over a two 
year period. Other deferred charges are amortized over 
various periods up to five years. All amortization is 
provided by the straight-line method. 


Franchise fees and royalties: 

The Company recognizes initial franchise fees upon 
fulfillment of all significant obligations to the franchisee. 
Royalties from franchisees are accrued as earned. 
Common stock: 

All share and per share amounts have been adjusted 
to give effect to three-for-two stock splits effected on 
March 20, 1992 and March 26, 1991. 

Earnings per share: 

Earnings per share are computed on the weighted 
average number of shares outstanding for each of the 
fiscal years presented. 

Reclassifications: 

Certain reclassifications of 1992 and 1991 amounts 

have been made to conform to the 1993 presentation. 


1993 1992 


(thousands) 


Tradescantia $ 309 $ 315 
3,651 CTBT 
3,960 3,072 


Less allowance for 
doubtful collection ............. (266) (150) 


$3,694 $2,922 


The Company’s notes receivable at December 31, 
1993 and January 1, 1993 arose principally as 
a result of the sale of restaurants, advances to 
franchisees, joint ventures and managed properties and 
lines of credit established with the International 
Association of ShowBiz Pizza Time Restaurants, Inc., a 
related party (Note 18). The notes have various terms, 
but most are payable in monthly installments of principal 
and interest through 1997, with interest rates ranging 
from prime to 13.5%. Substantially all notes are collater- 
alized by the related property and equipment. Balances 
of notes receivable are net of an allowance for doubtful 
collection of $320,000 at January 1, 1993. There is no 
allowance at December 31, 1993. 


1993 1992 
(thousands) 
Land and improvements ..... $i55588 29 5.038 
Leasehold improvements..... 109,445 91,561 
Buildings and improvements . . 9,061 9,061 
Furniture, fixtures and 
EQUIP MCN a an e a ee 80,562 60,918 
Property leased under 
capital leases (Note 7) ..... 1,486 1,486 
206,092 168,564 
Less accumulated depreciation 
and amortization .......... (77,142) (62,422) 
128,950 106,142 
Construction in progress ..... 4,057 4,235 


$133,007 $110,377 


1993 1992 
(thousands) 

Franchise memict nA $5,000 $ 5,000 
Preopening costs... Bas 4,088 3,057 
Poan cosis arma orice net. 370 eae 
Information system 

development costs ............ 1,369 
Consulting contracts ... aa 643 643 
Other Reece P 563 983 


10,664 12,374 


Less accumulated amortization .. (6,307) (7,789) 
$4,357 $4,585 

1993 1992 

(thousands) 

Accounts payable.............. $10.683 $ 7,691 
Salaries and wages............ 3,367 5,011 
[Ratethh Glau west oa toedec ee aee 6,291 4,619 
= 2,941 2,300 
Other tetsu eases 1,480 1,957 
$24,762 $21,578 


The Company leases certain restaurants and 

related property and equipment under operating 

and capital leases. All leases require the Company to 

pay property taxes, insurance and maintenance of the 

leased assets. The leases generally have initial terms of 
seven to 30 years with various renewal options. 

Following is a summary of property leased under 

capital leases: 


1993 1992 
(thousands) 
Land and buildings ............ $1,486 $1,486 
Less accumulated depreciation .. (735) (619) 
$ 751 $ 867 


Scheduled annual maturities of the obligations for cap- 


ital and operating leases as of December 31, 1993, are: 
Years Capital Operating 


(thousands) 


MO GAN A E EE $ 323 $ 26,199 
325 26,377 
342 25,543 
342 23,187 
306 19,939 
1999-2008 (aggregate payments) .. 1,580 74,050 
Minimum future lease payments. . 3,218 $195,295 
Less amounts representing 
interest... (1,821) 
Present value of future 
minimum lease payments .... 1,397 
Less current portion ............. (51) 
$1,346 


Rent Expense: 

Certain of the Company’s real estate leases, both capital 
and operating, require payment of contingent rent in the 
event defined revenues exceed specified levels. 

The Company's rent expense is comprised of the following: 

1993 1992 1991 
(thousands) 


$25,305 $20,485 $17,530 
Gontingent:......2:25.ss5 185 525, 389 


$25.490 $21,010 $17,919 


1993 1992 
(thousands) 


Revolving bank loan, at prime 
or LIBOR plus 1.0% due 
December KOI 

Term loans payable to related 
parties, at prime, paid 


$25,500 $12,000 


December 1993 (Note 18) ... 1,658 
Obligations under 

capital leases (Note 7) ....... 1,397 1,431 

26,897 15,089 

Less current portion........:... (51) (1,692) 


$26,846 $13,397 


The Company’s revolving loan agreement was amended 
in December 1993 to provide the Company with a credit 
line of up to $50 million which declines to $45 million on 
December 31, 1995 and $40 million on December 31, 1996 
and is due on December 31, 1997. Interest is provided at a 
rate equal to prime, 6.0% at December 31, 1993, or, at the 
Company’s option, up to the 60 day London Interbank 
Offered Rate (“LIBOR”), 3.25% at December 31, 1993, plus 
75% to 1.25% subject to compliance with certain financial 
ratio tests. A 1/5% annual commitment fee is payable on 
any unused credit line. 

Under the terms of the revolving loan agreement, the 
Company is prohibited from paying dividends on its 
common stock and must achieve certain profitability levels. 

In November 1992, the Company redeemed its float- 
ing rate subordinated bonds, payable at prime and due 
in July 1993, in the aggregate principal amount of 
$6,313,300. Approximately $4.8 million of the floating 
rate subordinated bonds were held by The Hallwood 
Group, Incorporated (“Hallwood”), a related party. 

In December 1993, the Company paid approximately 
$1.7 million in a term loan payable to Integra - A Hotel 
and Restaurant Company (“Integra”), a related party. 

The Company has a substantial portion of its assets 
pledged as collateral for the bank loan, including 
$3,407,000 in notes receivable and property and equip- 
ment owned with a net book value of $70,821,000. 


The Company has guaranteed certain obligations 
related to restaurant building and equipment leases. 
The underlying assets are collateral for the leases and the 


makers or assignees of all of the obligations are required 
to perform thereunder before the Company is required to 
fulfill its guarantee. In the event of default by the maker or 
assignee, the Company, in almost all cases, may make 
payment under the guarantees in accordance with the 
original payment schedule and has the right to locate 
potential buyers or subtenants for the assets. As of 
December 31, 1993, such guarantees aggregated 
approximately $ 1,669,000. 


The Company has been named a defendant 
in litigation brought by plaintiffs as individuals 
and as representatives of a purported class who are 
holders of securities issued by Integra, which has sought 
protection from creditors under Chapter 11 of the Federal 
Bankruptcy Code. This suit has alleged that the 
Company, Integra and Hallwood violated state securi- 
ties’ laws, committed common law fraud and breached 
fiduciary duties to the plaintiffs in connection with the 
Integra securities acquired by the plaintiffs from 1986 
through 1988 and that the 1988 Integra distribution of 
90% of the common stock of the Company to holders of 
Integra common stock constituted a fraudulent transfer 
under Texas law. The plaintiffs have sought actual 
damages in an amount equal to the alleged loss of value 
of their Integra securities, recission of the Company’s 
1988 spin-off and punitive damages. 

In July 1992, Integra sought protection from its creditors 
under Chapter 11 of the Federal Bankruptcy Code in the 
United States Bankruptcy Court (“Bankruptcy Court”) in 
Denver, Colorado (the “Integra Bankruptcy”). Integra, its 
Bankruptcy Court-appointed Unsecured Creditors 
Committee, Hallwood and other parties including certain 
of the Company’s officers and directors and the individual 
plaintiffs in the lawsuit discussed above, are parties to 
either one or both Settlement Agreements (the “Settlement 
Agreements”) in conjunction with a modified plan of reor- 
ganization of Integra approved by the Bankruptcy Court in 
February 1994. One of the Settlement Agreements 
provides for the creation of a trust to which certain claims 
of Integra are to be transferred. The trust will retain the 
right to investigate, compromise or adjudicate the claims 
transferred from Integra against defendants other than 
the parties released under the Settlement Agreements. 
The Company and many of its shareholders are not 
parties to the Settlement Agreements. 

The Company has been named a defendant in litigation 
brought by the trustee of a municipal bond issuance made 
in 1980 upon which Integra executed a guaranty. The 


plaintiff in this suit has alleged that Integra’s guaranty of 
the municipal bond issuance was binding on successors of 
Integra and that the Company is a legal successor to 
Integra. The plaintiff in this action seeks to recover judge- 
ment in the full amount of its claim against Integra. 

The Company is a nominal defendant in a shareholders’ 
derivative action in which three of the Company's execu- 
tive officers, four of the Company’s outside directors and 
Hallwood were named defendants. The plaintiffs in this 
lawsuit have alleged the individual defendants breached 
fiduciary duties to shareholders and unjustly enriched 
themselves as a result of alleged violations of federal secu- 
rities laws. The plaintiffs in this action have sought 
unspecified damages. 

The Company has also been named a defendant in a 
suit brought by a former landlord alleging that the 
Company breached a restaurant lease, which the Company 
contends it has rightfully terminated. 

The Company presently believes that the ultimate 
resolution of these lawsuits will not have a material 
adverse impact on the Company. Certain other suits are 
pending against the Company which involve claims for 
damages which are not material and which have arisen in 
the ordinary course of business. 


As of December 31, 1993, the Company had 
49,570 shares of its redeemable preferred 
stock authorized and outstanding. The stock pays divi- 
dends at $4.80 per year, subject to a minimum cash flow 
test. As of December 31, 1993, one quarterly dividend, 
totaling $59,484 or $1.20 per share, was accrued but 
not yet paid. The redeemable preferred stock has been 
recorded at the net present value and is being accreted 
on the straight-line basis. The Company’s restated arti- 
cles of incorporation provide for the redemption of such 
shares at $60 per share in 2005. During the continuation 
of any event of default by the Company, the preferred 
shareholders shall be able to elect a majority of the 
directors of the Company. 


Earnings per common and common equiva- 

lent share were computed based on the weighted 

average number of common and common equivalent shares 

outstanding during the period. Net income available per 
common share has been adjusted for the items indicated. 


Earnings per common and common equivalent 
share were computed as follows (thousands, except 
per share data): 


1993 1992 1991 

Netincome ratan sat $11,891 $15,503 $11,598 

Accretion of redeemable 
preferred stock....... (104) (103) (103) 

Redeemable preferred 
stock dividends....... (238) (238) (238) 

Adjusted income 
applicable to common : 
shares chisad.enare es $11,549 $15,162 $11,257 

Primary: 

Weighted average 
common shares 
outstanding ........ 12,816 12,666 12,448 
Common stock 
equivalents: 
Stock purchase 
warrants....... 426 839 840 
OE a RA 213 157 412 


Weighted average 
shares outstanding.. 13,455 13,662 13,700 


Earnings per common 
and common 
equivalent share.. $  .86 $ 111 $ .82 


Fully diluted: 
Weighted average 
common shares 
outstanding ... 12,816 12,666 12,448 
Common stock 
equivalents: 
Stock purchase 
warrants .... 426 852 852 
Oher oA 222 195 428 


Weighted average 
shares outstanding 13,464 Healey A S23 


Earnings per common 
and common 18 
equivalent share.. $ .86 $ 1.11 $ 82° 


At December 31, 1993, 110 Chuck E. Cheese’s 

and ShowBiz restaurants were operated by a 

total of 58 different franchisees. The standard franchise 

agreements grant to the franchisee the right to develop 

and operate a restaurant and use the associated trade 

names, trademarks, and service marks within the stan- 
dards and guidelines established by the Company. 

Initial franchise fees included in revenues were 

$82,500, $197,000 and $112,500 in 1993, 1992 and 

1991, respectively. 


1993 1992 1991 
(thousands) 
Food, beverage and 
related supplies.. $ 48,435 $ 45,881 $ 38,629 
Games and 
merchandise..... 11,375 10,202 8,972 
LADON enan 77,533 690906 = 551553 
$137,343 $125,279 $103,154 


The significant components of income tax 
expense are as follows: 
1993 1992 1991 


(thousands) 


Current expense............ $1,751 $1,161 $1,050 
Deferred expense: 
Benefits of operating 
loss carryforwards.... 6,078 4,441 3,145 
Tax benefits 
(cxpense) from 
exercise of stock 
options and 
stock grants .......... (87) 4,436 3,330 
Increase in valuation of 
deferred tax asset .... (971) 
Taxscredits:.-..cec eek: (465) (291) (19) 
$6,356 $9,747 $7,335 


In August 1993, new federal tax legislation was enacted 
that increased the Company’s federal tax rate to 35% effective 
January 1, 1993. As a result, the Company’s deferred tax asset 
and net income were increased by approximately $971,000 
and deferred tax expense decreased in the same amount. 


The Company's deferred tax asset of approximately 
$35.5 million at December 31, 1993 is primarly due to 
a $28.3 million tax effect of $81.0 million unused net 
operating loss carryforwards (“NOL’s”), $7.0 million in 
tax credit carryforwards and tax effected net taxable 
temporary differences of $200,000 all of which the 
Company expects to realize in future years. No valuation 
allowance is required. 

As of December 31, 1993, the Company has NOL’s of 
approximately $81.0 million for federal income tax pur- 
poses. While the Company believes that it is likely that 
it will realize these carryforwards, there can be no 
assurance that they will be available to such extent. In 
addition, as of December 31, 1993, the Company has 
investment tax credit and jobs tax credit carryforwards 
totaling $5,258,000 and $489,000, respectively, and 
alternative minimum tax credits of $1,235,000. 

A schedule of expiring NOL’s and tax credits by fiscal 
year are as follows: 


Amount 
Years NOL's Tax Credit 

(thousands) 
1997 $1,104 
L998 4,007 
GOO $46,000 395 
2000 20,000 149 
2001 14,000 19 
2002 - 2008 1,000 73 

$81,000 $5,747 


The Company's alternative minimum tax credits 
have no expiration date. 

Current tax laws and regulations relating to substantial 
changes in control may limit the utilization of net oper- 
ating loss and tax credit carryforwards in any one year. 
As of December 31, 1993, no limitation of such carry- 
forwards has occurred. 

A reconciliation of the statutory rate to taxes provid- 
ed is as follows: 

1993 1992 1991 


Statutory rale mene noc. 35.0% 34.0% 34.0% 
State income taxes.......... 5.1% 4.6% 4.7% 
Increase in valuation of 

deferred tax asset........ (5.3%) 
Income taxes provided ..... 34.8% 38.6% 38.7% 


The Company has certain financial 
instruments consisting primarily of cash, cash 
equivalents, notes receivable, notes payable and 
redeemable preferred stock. The carrying amount of 
cash and cash equivalents approximates fair value 
because of the short maturity of those instruments. The 
fair values of the Company’s notes receivable, notes 
payable and redeemable preferred stock are estimated 
based on the interest rates charged on instruments with 
similar terms and risks. The estimated fair value of the 
Company’s redeemable preferred stock is $3.0 million. 
The carrying values of all other financial instruments 
approximate the fair values. 


1993 1992 1991 
(thousands) 


Cash paid during 
the year for: 
EmtekeStie toonis Te 
Income taxes .......... 


$ 912 $1,416 $1,923 
1,769 OS Seale > 


Supplemental schedule 
of noncash investing 
and financing activities: 
Notes receivable and 
other assets cancelled 
in connection with the 
acquisition of property 
and equipment ...... 24 
Liabilities assumed or 
incurred in connection 
with the acquisition of 
property and equipment 674 675 
Notes received in 
connection with the 
disposition of property 
and equipment ....... 350 


1,049 


Hallwood is the beneficial owner of 15.3% 

of the outstanding common stock of the 

Company. The directors of Hallwood serve as a majority 
of the directors of the Company and Integra. 

In 1991, the Company prepaid term loans to Hallwood 
of approximately $4.9 milion. In February 1992, the 
Company prepaid $1,583,000 in a term loan payable to 
Hallwood which had been assigned to them by Integra. In 


December 1993, the Company fully repaid approximately 
$1.7 million in a term loan payable to Integra. 

In November 1992, the Company redeemed $4,768,300 
in floating rate subordinated bonds held by Hallwood. 

The Company made annual payments to Hallwood of 
$125,000 for consulting services in 1993, 1992 and 
1991. In addition, the Company made interest pay- 
ments to Hallwood of $261,000 and $541,000 in 1992 
and 1991, respectively. In consideration for rent reduc- 
tions resulting from Hallwood’s negotiation of the 
Company’s home office lease agreement in December 
1990, the Company assigned to Hallwood its sublease 
interest in the home office building subleased to Integra 
with a fair value of approximately $120,000 per year. 

The Company received $140,000 for shared costs from 
Integra in 1991. The Company paid $99,000, $115,000 
and $302,000 in interest to Integra for 1993, 1992 and 
1991, respectively. The Company had a payable to Integra 
for interest of $59,000 at January 1, 1993. 

In 1993 and 1992, Hallwood and its affiliate exercised 
warrants to purchase 835,873 and 73,263 shares of 
common stock, respectively. The exercise price of the 
warrants was $1.78 per share. 

During 1993, 1992 and 1991, the Company 
advanced $30,000, $437,000 and $1,491,000, respec- 
tively, to joint ventures in which the Company has a 
50% interest or less. Principal and interest are payable 
in monthly installments, with interest at various rates 
from prime to 12%. The Company also has miscella- 
neous accounts receivable from the joint ventures of 
approximately $279,000 and $108,000 at December 31, 
1993 and January 1, 1993, respectively. 

In September 1990, the Company entered into an 
agreement to grant the International Association of 
ShowBiz Pizza Time Restaurants, Inc. (the “Association”) 
a $2.0 million line of credit, at prime, which allowed the 
Association to accelerate the conversion of all robotic 
characters into Chuck E. Cheese’s characters and to begin 
improvements to existing Chuck E. Cheese’s characters. In 
December 1993, the Company granted the Association a 
$1.0 million line of credit, at prime, for advertising pro- 
duction. The Association was established to develop and 
improve entertainment attractions and produce system- 
wide advertising. Three officers of the Association are also 
officers of the Company. At December 31, 1993, 
$1,039,000 was outstanding under these lines of credit. 
The Company also had a miscellaneous account receiv- 
able from the Association of $30,000 and $43,000 at 
December 31, 1993 and January 1, 1993, respectively. 


OO LLL 


The Company has employee benefit plans 

that include: a) executive bonus compensation 

plans based on the performance of the Company and 

certain of its senior officers; b) a non-statutory stock 
option plan; and, c) a stock grant plan. 

In 1993, the number of shares of the Company’s 
common stock which may be issued under the stock 
option plan was increased by 250,000 shares to an 
aggregate of 1,348,025 shares. All shares must be 
granted before December 31, 1998. The exercise price 
for options granted under the plan may not be less than 
the fair market value of the Company's common stock at 
date of grant. Options may not be exercised until the 
employee has been continuously employed at least one 
year after the date of grant. Options which expire or ter- 
minate may be regranted under the plan. 


1993 1992 1991 


Options outstanding, 


beginning of year. 276,297 445.388 504,618 
Granted ........ 158,800 162,030 82,050 
Exercised...... (47,885) (321,369) (136,105) 
Terminated .... (14,550) (9,752) (5,175) 

Options outstanding, 
end of year 
($2.45-$33.50 
per share) ise. 372,662 276,297 445,388 
Options: 
Exercisable ......... 261,490 114,267 363,338 
Available for grant.. 357,558 251,808 154,087 


The options granted in 1993 are at exercise prices 
ranging from $15.75 to $33.50 per share. In January 
1994, the Stock Option Committee of the Board of 
Directors granted 244,500 additional options at an exer- 
cise price of $13.75 per share, subject to the surrender 
of certain options granted in 1993. 

In 1993, the number of shares of the Company’s com- 
mon stock which may be awarded to senior executives of 
the Company under the stock grant plan was increased 
by 414,508 shares to an aggregate of 1,145,758 shares of 
the Company’s common stock. An aggregate of 414,508 


shares and 15,300 shares were awarded pursuant to the 
plan in 1993 and 1991, respectively. None were awarded 
in 1992. Compensation expense recognized by the 
Company pursuant to this plan was $2,756,000, 
$418,000, and $438,000, in 1993, 1992, and 1991, 
respectively. All shares are subject to forfeiture upon ter- 
mination of the participant’s employment by the Company 
over vesting periods ranging from 2 years to 6 years. The 
shares are nontransferable during the vesting periods. 

As a result of shares awarded to the Company's 
Chairman of the Board and Chief Executive Officer, the 
Company recognized deferred compensation of $12.0 
million and $999,000 in 1993 and 1992, respectively. 
The deferred compensation is amortized over the com- 
pensated periods of service through 1997. 

In January 1992, the Board of Directors accelerated 
the vesting provisions of 350,955 shares of common 
stock granted in 1989 to the Company's Chairman of the 
Board and Chief Executive Officer. Concurrently, 112,053 
shares were surrendered to the Company to satisfy fed- 
eral income tax withholding obligations. As of December 
31, 1993, 116,990 shares remain in an irrevocable trust 
to secure his continuing obligations to the Company 
under his employment and consulting agreements. 

The Company has adopted the ShowBiz 401(k) 
Retirement and Savings Plan, to which it may at its 
discretion make an annual contribution out of its cur- 
rent or accumulated earnings of up to the lesser of 50% 
of employee contributions or $750 per employee. 
Contributions by the Company may be made in the form 
of its common stock or in cash. In 1993, the Company 
made a contribution of approximately $36,000 in com- 
mon stock for the 1992 plan year. No contributions were 
made in 1991 or are anticipated to be made for 1993. 


The Company has agreed to sell substantially 
all of the assets of its Monterey’s Tex-Mex Cafe 
restaurants, subject to certain conditions and contin- 
gencies, including but not limited to the completion of 
due diligence and financing. The Company presently 
expects the transaction to be consummated in the second 
quarter of 1994. If the transaction is consummated, the 
Company expects to realize a gain. 


Board of Directors and Shareholders 
ShowBiz Pizza Time, Inc. 
Irving, Texas 


We have audited the accompanying consolidated 
balance sheets of ShowBiz Pizza Time, Inc. and subsidiary 
as of December 31, 1993 and January 1, 1993 and the 
related consolidated statements of earnings, shareholders’ 
equity, and cash flows for each of the three years (52 or 
53 weeks) in the period ended December 31, 1993. 
These financial statements are the responsibility of the 
Company's management. Our responsibility is to 
express an opinion on these financial statements based 
on our audits. 

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require 
that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are 
free of material misstatement. An audit includes exam- 
ining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used 
and significant estimates made by management, as well 
as evaluating the overall financial statement presenta- 
tion. We believe that our audits provide a reasonable 
basis for our opinion. 

In our opinion, such consolidated financial statements 
present fairly, in all material respects, the financial 
position of ShowBiz Pizza Time, Inc. and subsidiary as 
of December 31, 1993 and January 1, 1993 and the 
results of their operations and their cash flows for each 
of the three years in the period ended December 31, 
1993, in conformity with generally accepted accounting 
principles. 
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Richard M. Frank 
Chairman of the Board 
Chief Executive Officer 
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Woodrow Berry 
Senior Vice President/Operations 
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Senior Vice President/Entertainment and Games 
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Senior Vice President/Development 


Bernard J. Yanelli 
Senior Vice President/Strategic Planning 


John Artope 
Vice President/Real Estate 


John Gregory Barton 
Regional Vice President/Operations 


John Roger Cardinale 
Vice President/Purchasing 


Mathew P. Drennan 
Regional Vice President/Operations 


Mark Antonio Flores 
Regional Vice President/Operations 


Ronald L. Hake 
Vice President/Franchise Operations 
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Vice President/Special Projects 


Ahmet Oner 
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Paul K. Scapecchi 
Regional Vice President/Operations 


Odom Sherman, Jr. 
Vice President/Tax 


Jan A. Wilhelm 
Vice President/Risk Management 


Charles A. Crocco, Jr. 
Partner - Lunney, Crocco, DeMaio, Camandella 


Richard M. Frank 
Chairman of the Board 
Chief Executive Officer 


Anthony Gumbiner 
Chairman & Chief Executive Officer 
The Hallwood Group Incorporated 


Robert L. Lynch 
Vice Chairman 
The Hallwood Group Incorporated 


Michael H. Magusiak 
Chief Financial Officer 
Executive Vice President 
Treasurer 


Thomas J. Talbot 
The Talbot Company 


Brian M. Troup 
President & Chief Operating Officer 
The Hallwood Group Incorporated 


4441 W. Airport Freeway 
P.O. Box 152077 

Irving, Texas 75015 
214/258-8507 


Thursday, June 2, 1994 
9:00 A.M. 

Chuck E. Cheese’s 

3903 W. Airport Freeway 
Irving, Texas 75062 


Deloitte & Touche 
2200 Ross Avenue 
Suite 1600 

Dallas, Texas 75201 


The First National Bank of Boston 


150 Royall Street 


Canton, Massachusetts 02021 


617/575-2900 


The Company’s common stock is traded 
on the NASDAQ National Market System 
under the symbol “SHBZ”. 


The Company will furnish to any stockholder, without 
charge, a copy of the Company’s annual report filed 
with the Securities and Exchange Commission on Form 
10-K for the 1993 fiscal year (including the financial 
statements and schedules thereto) upon written request 
from the stockholder addressed to: 


Secretary 

ShowBiz Pizza Time, Inc. 
4441 West Airport Freeway 
P.O. Box 152077 

Irving, Texas 75015 
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